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Introduction 

Congress has expressed interest in health insurance cancellations, in light of media reports stating 
that individuals have received cancellation letters. While cancellations are not a new industry 
practice, additional attention has focused on the more recent cancellations given that many of the 
insurance market reforms included in the Patient Protection and Affordable Care Act (ACA, PL. 

1 11-148, as amended) will become effective beginning in 2014. 1 These cancellations and 
proposals to address them, including the Administration’s recently announced transitional policy, 2 
have been discussed in recent hearings and are the subject of legislative proposals. 

This report provides background information about health insurance cancellations, non-renewals 
and rescissions, including applicable federal rules under the Health Insurance Portability and 
Accountability Act of 1996 (H1PAA) and ACA. Given that the concern about insurance 
cancellations has largely focused on the nongroup market, this report discusses federal 
requirements and implementation issues that apply to nongroup coverage. 3 One issue that is not 
addressed in this report is the Administration’s authority to implement its transitional policy 
(described below); the authority issue is addressed in the CRS Legal Sidebar, Obama 
Administration s “Fix” for Insurance Cancellations: A Legal Oven’iew. 4 



Background 

The nongroup market is often referred to as a “residual” market, because the primary function of 
this market is to make insurance available to persons who cannot obtain employer-sponsored 
insurance (ESI) and do not qualify for publicly subsidized programs. Consequently, the covered 
population for this market is relatively small. In 2012, approximately 10.8 million individuals had 
coverage through the nongroup market (3.4% of the total U.S. population). 5 

While individuals who have nongroup coverage generally do not have access to ESI, many of 
them are, in fact, employed. A 20 1 0 survey of non-elderly adults with nongroup coverage found 
that 70% worked, but for a variety of reasons did not have access to an employer plan, or could 
not afford the plan. 6 In addition, some people use the nongroup market as a temporary source of 
coverage, such as those between jobs or early retirees who are not yet eligible for Medicare. 



1 The ACA provisions discussed in this report may apply to other insurance products beyond policies sold in the 
nongroup market. Given that the focus of this report is on nongroup policy cancellations, we consider ACA provisions 
solely in the context of the nongroup market. 

2 Letter from Gary Cohen, Director, Center for Consumer Information and Insurance Oversight, to State Insurance 
Commissioners, November 14, 2013, http://www.cms.gov/CCIIO/Resources/Letters/Downloads/commissioner-letter- 
1 1-14-2013.PDF. 

3 Insurance cancellations may also be occurring in the small group market. Similar to nongroup policies, small group 
plans are subject to a number of ACA market reforms that become effective in 2014. 

4 Available at http://www.crs.gov/legalsidebar/details. aspx?ProdId=724&source=FeatureTopic. 

5 The number of covered lives in the nongroup market was obtained from SNL Financial. The 2012 total population 
estimate (313.9 million) was obtained from the United States Census Bureau’s Population Estimates Program. 

6 Kaiser Family Foundation, Survey of People Who Purchase Their Own Insurance, June 2010, 
http://kaiserfamilyfoundation.files.wordpress.com/2013/01/8077-r.pdf. 
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Most individuals who have nongroup coverage stay in the market for a relatively short time. A 
study of nongroup coverage found that, between 1996 and 2000, almost half of covered 
individuals were in the market for less than 6 months, and about two-thirds were in the market for 
12 months or less. 7 



Questions and Answers 



What is a cancellation? Is it the same as a rescission? Is it the same 
as not renewing a policy? 

A cancellation refers to termination of an existing insurance policy, whereby future medical 
services obtained by the former policyholder will not be covered under the cancelled policy. A 
rescission refers to retroactive cancellation, whereby both prior and future medical claims would 
not be paid by the insurance company that rescinded the policy. Pursuant to federal (and state) 
law, an issuer can cancel or rescind a policy at any point during the time period for which the 
policy was issued. A non-renewal refers to the situation when an insurance policy has reached the 
end of the time period for which the policy was issued, and the issuer decides not to allow that 
person to renew their policy. 

For each of these scenarios, there are federal requirements with which issuers are required to 
comply. 8 In other words, while insurance companies are allowed to cancel, rescind, or not renew a 
policy, they may only do so under certain circumstances (see Table 1). As displayed in the table, 
most of the federal rules regulating insurance cancellations, rescissions, and non-renewals 
became effective prior to ACA enactment. 



Are issuers cancelling policies or not renewing policies? Is there a 
difference? 

It is unclear from media reports whether the letters that policyholders are receiving are 
cancellations or non-renewals. However, based on the HIPAA rules outlined in Table 1, 
termination of policies for groups of individuals (as opposed to termination of a specific person’s 
policy) may only occur if the entire policy is being discontinued. Given the information provided 
in a cursory review of recent media reports, it appears typical that the policy is being 
discontinued, in which case the affected individuals must be given adequate prior notice and 
offered alternative insurance options (see Table 1). 



7 E. Ziller et al., "Patterns Of Individual Health Insurance Coverage, 1996-2000,” Health Affairs, Vol. 23, No 6, 
Nov./Dec. 2004. 

8 Individual states may also have requirements related to cancellations, rescissions, and non-renewals; see the 
department of insurance in each state for more information. 
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